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US TREASURY 2-YEAR NOTE (YIELD)

The Retirement Systems of Alabama Strength. Stability. Security.

US TREASURY 30-YEAR BOND (YIELD)

SPREAD DIFFERENCE BETWEEN 2-YEAR 
& 30-YEAR TREASURIES

DOW JONES INDUSTRIAL AVERAGE

S&P 500 INDEX
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EQUITY STRATEGY

After the dust settled, 2007 proved to be quite a good year for the global stock 

markets.  In the same fashion as the three prior years, the first quarter of the new 

fiscal year proved to be the most linear in terms of returns.  The fireworks started 

going off in late February, mostly in reaction to news that the Chinese authorities 

were tightening down on the liquidity in their markets through various measures.  

After that settled down, the markets were again off to the races.  The LBO and 

private equity craze that had been ongoing for 3 or 4 years continued unabated.  

Almost on que, private equity firms began to file ipo’s to go public.  This more 

or less marked the top in the merger mania that had been driven by the private 

equity shops.  

At the same time, the housing market continued to unravel, as more and more 

evidence of loose lending policies evidenced itself.  By the middle of August, the 

sub-prime lending issues that had been “contained” per the Fed’s view earlier 

in the year had turned into a full blown crisis.  The Fed had to reverse course and 

immediately cut the discount rate, followed closely by a cut in the Fed Funds rate.  

After nearly a 10% correction in a matter of weeks, the markets reversed course and 

closed out the year near the highs set in early July.  The one takeaway that really 

stood out for 2007 was how quickly investor sentiment could change from exuber-

ant to pessimistic.  Volatility looks like it is back in play for some time to come.

There was very little change within the equity portfolio in the 12 months ended 

September 30.  We did add a roughly 1% exposure to emerging markets when 

those markets became dislocated in February and August.  We have continued to 

favor the larger capitalization stocks, and that strategy again worked as large caps 

outperformed small caps for the second straight year.  

In review, the RSA equity allocation began the year at roughly 62%, and closed 

out fiscal 2007 at 63% on average across the three funds.  Domestic equities account 

for 46% of the fund, and international equities are now 17% of the total.  For the 

second year in a row, the large capitalization indices beat the smaller caps. The S & 

P 500 index was up 16.44%, the S & P 400 Midcap index was up 18.76%, and the S & 

P Smallcap 600 index was up 14.93%.  The MSCI  EAFE index was up 24.86%, again 

outperforming the broad domestic equity indices. 

For the year, the RSA domestic equity portfolios increased 16.60%, 16.68%, and 

16.89% for the TRS, ERS, and JRF funds, respectively.  International equity returns 

fared better, posting 25.43% for TRS and 25.50% for ERS.   The combined total return 

for the overall equity portfolios were 18.44%, 18.84%, and 17.89% for the TRS, ERS, 

and JRF, respectively.  Three-, five-, and ten-year annualized global equity returns 

were 15.98%, 17.92%, and 7.99% for TRS, 15.95%, 17.89%, and 7.95% for ERS, and 13.84%, 

16.06%, and 7.25% for JRF, respectively.    
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INVESTMENT RETURNS
for the period ended september 30, 2007   (Percent) 

		

	 		  1-YEAR	 3-YEARS	 5-YEARS	 10-YEARS 

EQUITY RETURNS 

		  TRS	 18.84	 15.98	 17.92	 7.99

	 	E RS	 18.84	 15.95	 17.89	 7.95

		  JRF	 17.89	 13.84	 16.06	 7.25

FIXED INCOME RETURNS

	 	T RS	 15.15	 7.66	 7.71	 6.63

		  ERS	 16.48	 8.07	 7.89	 6.65

	 	 JRF	 7.16	 6.49	 5.34	 5.51

TOTAL RSA RETURNS

		  TRS	 17.46	 12.46	 12.94	 7.42

	 	E RS	 17.92	 12.35	 12.86	 7.27

		  JRF	 14.27	 11.08	 11.26	 6.73

BENCHMARKS 

	S &P 500	 16.44	 13.14	  15.45	 6.57

	 DJIA	 21.67	 13.85	 15.42	 7.87	

	 Midcap 400	 18.76	 15.63	 18.17	 11.60

	 Smallcap 600	 14.93	 14.29	 18.73	 9.41

	 MSCI EAFE	 24.86	 23.24	 23.55	 7.97

	 Citigroup Big	 5.25	 3.95	 4.23	 6.01

	 Lehman Brothers Aggregate	 5.14	 3.86	 4.13	 5.97


